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Key managers of Crompton & Knowles from domestic and overseas 
operations at the Harrison House, Glen Cove, Long Island last September 
in annual meeting to review company policies, plans and objectives. 











Financial Highlights 


1976 1975 


Net sales . 

Earnings before taxes 
Net earnings. 

Per common share: 

Net earnings: 

First quarter . . . 
Second quarter 
Third quarter . . 
Fourth quarter . . 

Total for year 
Dividends paid . . . 
Number of stockholders 
Number of employees 


$154,377,000 $118,575,000 


8,667,000 

3,873,000 

4,709,000 

2,330,000 


$ .36 

$ .15 

.57 

.43 

.40 

.47 

.70 

.01* 

$2.03 

$1.06* 

$ .80 

$ .80 

4,200 

4,500 

3,000 

2,200 

^Restated (see page 11 



Crompton & Knowles' total 
revenue in 1976 amounted to 
$156,025,000. Here's how the 


money was used: 

$ 

% 

| To Employees — wages, salaries 
and benefits . 

$ 46,500,000 

29.8 

0 For All Other Costs of 

Doing Business Including Taxes 

104,816,000 

67.2 

| For Dividends To Shareholders 

2,129,000 

1.4 

| Reinvested to Maintain 
and Grow the Business and 
Protect and Create Jobs . . . . 

2,580,000 

1.6 


$156,025,000 

100.0% 


NET EARNINGS (thousands of dollars) 
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To our Shareholders 


In my annual report to you last year I stated that if the 
economy grew as predicted we could expect to exceed 
our highest previous sales and earnings records in 1976. 

Both objectives were reached — sales came to a new high 
of $154,377,000 and earnings rose to a record $4,709,000 
or $2.03 per share. 

There is much talk these days about "quality of earnings." 
Crompton & Knowles' 1976 earnings were of good quality 
— that is, they resulted from solid operating perform¬ 
ances in all areas. 

Achievement of this level of performance plus the work 
done in recent years to reduce costs, redeploy assets and 
invest in the fastest growing portions of our business 
gives us a sound foundation for continuing earnings 
growth. 



President Frank J. Graziano, taken at the meeting of key 
Crompton and Knowles managers in September of 1976. 


Acquisitions 

Our sales and earnings growth was enhanced by the 
addition last March of Kem Manufacturing Corporation, 
headquartered in Tucker, Georgia. This company is one of 
the larger competitors in the manufacture and sale of 
cleaning and maintenance compounds. It has added 
$20,089,000 in sales and 24tf per share to the Crompton & 
Knowles 1976 results. We believe Kem will continue its 
steady upward growth based upon good products, com¬ 
petent management, and an aggressive sales force. 

On February 25, 1977 Crompton & Knowles acquired 
Southern Mill Creek Products Company (SMCP), a re¬ 
spected Florida-based manufacturer and distributor of 
insecticides, fumigants, weed control and related prod¬ 
ucts. Sales were approximately $12,000,000 in its fiscal 
year 1976, and it too is expected to be a growing and 
profitable addition to Crompton & Knowles. 

These acquisitions have sizable overseas markets — over 
half of Kern's sales and 35% of SMCP's sales are interna¬ 
tional. The energetic men who founded and led these 
companies so successfully — Harold J. Gaines of Kem and 
Herbert J. Friedman of SMCP — will continue to manage 
and grow them as part of Crompton & Knowles. 

In Brazil we entered into a joint venture agreementtoform 
a new company with Luigi Rulli & Cia. Ltda. of Sao Pauloto 
manufacture and sell wire and plastics machinery. This 
company is 49% owned by Crompton & Knowles and 51% 
by Luigi Rulli, an experienced Brazilian manufacturer of 
plastics extrusion machinery. It will manufacture and sell 
C&K products as well as products of the former company. 
With this joint venture we expectto maintain and increase 
our sales in the vibrant Brazilian market. 

We are aggressively seeking out further acquisition pos¬ 
sibilities of better than average growth and commensu¬ 
rate earnings which will fit into and help achieve our 
long-range objectives. 

And Divestitures 

While on the one hand we are adding to our investments 
in the most promising parts of our present businesses and 
acquiring new companies and product lines with good 
growth possibilities, we are at the same time continuing to 
divest ourselves of smaller operations not compatible 
with our total corporate strategy. 

In May of 1976 we sold our small packaging machinery 
business located in Bellwood, Illinois, thus freeing up 
funds and management time to devote to other targeted 
opportunities. 

As a consequence of a series of similar moves during the 
past five years including consolidations, product evalua¬ 
tion and reorganization, Crompton & Knowles has greatly 
increased its ability to serve its key markets efficiently and 
effectively. Of equal importance, such action helped the 
company to position itself for solid growth. 

Operating Performance 

All segments of the company contributed to 1976 earn¬ 
ings, with the Textile Machinery Group making a particu¬ 
larly impressive gain, which it expects to build upon and 
exceed in 1977. 





















Our Chemicals Group earnings performance, while a 
great improvement over the depressed year of 1975, was 
less than hoped for. We anticipate further sales and 
earnings improvement in 1977. 

The Wire and Plastics Machinery Group, after several 
years of record sales and earnings, was down in both 
categories in 1976. We expect that the group will have 
sales at about the same level in 1977, with earnings 
somewhat improved. The long awaited upturn in one of 
its major markets, wire and cable machinery, has not yet 
materialized. 

It is instructive to observe how our business cycles vary 
from one industry to another. An important strength of 
Crompton & Knowles is the diversity of markets in which it 
operates and the stability which this diversity contributes 
to its overall performance. 

International Markets 

An essential element of our corporate strategy is to grow 
internationally as well as domestically, for balance and 
momentum. In 1976 our export and foreign sales were 
$44,774,000 or 29% of total sales. Comparable figures in 
1975 were $31,917,000 and 27%. During the year impor¬ 
tant steps were taken in each of our operating groups to 
strengthen international marketing, and these efforts will 
continue to be stressed in the year ahead. 

Building the Financial Base 

A particularly noteworthy achievement of the past year 
was the negotiations leading to favorable credit agree¬ 
ments, one with a major insurance company and the other 
with a group of commercial banks, which will help assure 
that we will have the funds necessary for our accelerated 
planned growth. 

Both the Kem and SMCP acquisitions were purchased 
with preferred stock, a financing arrangement particularly 
appropriate for our circumstances. It permits major ac¬ 
quisitions to be made without incurring new debt and 
without diluting per share earnings of our common stock. 
Both these acquisition agreements also provide for addi¬ 
tional payouts to the sellers if they achieve specified 
earnings growth over a five year period following the 
acquisition. 

Using preferred stock proved effective for us in the pur¬ 
chase of Intracolor Corporation in 1971 for a combination 
of cash and $6,000,000 of preferred stock. The final 
$2,000,000 of this stock was redeemed in March of 1976. 

We believe that as the result of these and other actions 
Crompton & Knowles is better positioned financially than 
ever before to respond to new growth opportunities 
which fit our objectives. 

Key Ratios 

Stock analysts watch certain key indicators closely to help 
determine the performance and prospects of a company. 
Let me report on some of the most important Crompton & 
Knowles figures. 

In 1976 our return on common shareholder equity was 
9.6%. This is considerably better than the previous year's 
5.1% (restated), but less than our minimum objective of 
10 %. 

Another important ratio is the return on capital employed, 
which includes long-term and short-term debt. In 1976 
this was 7.4%, compared with 5.1% (restated) in 1975. 

Our long-term capital in 1976 was 72% shareholders' 
equity and 28% long-term debt — exactly the same 


percentage as in 1975. We are prepared to assume debt up 
to 40% of our long-term capital if and as needed to reach 
our corporate growth objectives. 

In 1976 Crompton & Knowles achieved a new high in the 
relationship of consumable products sales to capital 
goods sales. Consumable products sales were 81% of our 
total sales, compared with 75% in 1975. This is the 
culmination of a major corporate objective to minimize 
the impact of the cyclical performance of capital goods 
markets. 

Dividend Action 

On January 25,1977 the Board of Directors voted to raise 
the quarterly dividend to shareholders of common stock 
from 200 to 22!/ 2 0, a 12Y 2 % increase per share. This action 
is in line with our dividend policy stated in last year's 
Annual Report. 

Crompton & Knowles has a long record of paying divi¬ 
dends — without interruption since 1933 — and never 
decreasing dividends. This record we will endeavor to 
maintain. 

Our prime objective is to keep improving earnings so that 
periodically, on a sustainable basis, dividends will be 
increased when we are reasonably certain that they can be 
maintained at the new higher level. 

Nearly two hundred shareholders are now participating in 
the new Crompton & Knowles Dividend Reinvestment 
and Stock Purchase Plan. Through this Plan shareholders 
automatically have their dividends reinvested without 
cost, and have the option of investing up to $3,000 a 
quarter in the purchase of additional C & K stock. The 
company pays all administrative and brokerage costs. If 
you are not now a participant and wish further details 
please write to me and you will receive full information 
about the Plan. 

Your Company's Managers 

In a departure from our usual practice, the pictures illus¬ 
trating this Annual Report are all of key Crompton & 
Knowles managers, plus the nonemployee members of 
the Board of Directors. 

I'm very proud to work with these talented people, and 
hope it wil I be of interest to you to see those who carry the 
principal responsibilities forthe success of your company. 
They are an experienced, hardworking and dedicated 
group. 

Our Outlook 

We believe Crompton & Knowles will increase sales and 
earnings significantly in 1977, general economic condi¬ 
tions permitting. The managers and directors you see 
pictured in this Annual Report are determined to do just 
that. 



February 28,1977 











Dyes, fluorescent whitening agents, and 
auxiliary chemicals for textiles of syn¬ 
thetic and natural fibers, paper products, 
leather and transfer printing inks. 

Fragrances for fine perfumes, cosmetics 
and toiletries, household products. Natu¬ 
ral and synthetic flavors, food, drug and 
cosmetic colors. 

Color concentrates, pastes, dry colors 
and plastic additives for plastics. 

Organic chemicals for dyes, agricultural, 
pharmaceutical, photographic and indus¬ 
trial uses. 

Cleaning, maintenance and sanitation 
chemicals. 

Facilities located in New Jersey, Pennsyl¬ 
vania, North Carolina, Georgia, Ohio, Il¬ 
linois, Rhode Island, California, Canada, 
Belgium, England, Italy, Ireland, The 
Netherlands, South Africa, the Caribbean 
and Central America. 


Specialty Chemicals 

Sales $100,032,000 

A reorganization of the product areas in the Chemi¬ 
cals Group was implemented in 1976. The individual 
businesses of the Group were gathered together 
into three distinct divisions: The Dyes and Chemi¬ 
cals Division, the Organic Chemicals Division, and a 
Flavors and Fragrances Division. Each division is 
responsible for total domestic and international 
sales of its product lines. This organizational ar¬ 
rangement is designed to take full advantage of the 
diverse marketing, technological and manufactur¬ 
ing capabilities of the group, both domestically and 
overseas. 

The recently acquired Kem Manufacturing Corpora¬ 
tion, now a Crompton & Knowles subsidiary, oper¬ 
ates as a separate organization with its own 
capabilities and objectives. The people who made 
Kem successful continue to manage it. 



Company officers and members of the Corporate Management Committee (from left to right): William J. Ferracone, 
Murray Pitkowsky, Charles B. Heims, Frank J. Graziano, David A. Schrom, Robert T. James and William H. Preston. 






























Chemicals Group 

The Chemicals Group (excluding Kem) increased its sales 
20% to $79,943,000 and its earnings from a loss in 1975 
(restated) to a moderate gain in 1976. It was a hard-earned 
and welcome rebound but still below previous records. 
We expect that in 1977 the Group will continue on its 
upward track, both domestically and in world markets. 

Dyes and Chemicals 

The economic recovery in the textile, paper and leather 
industries in 1976 resulted in an improvement in dye sales 
and earnings. As consumer confidence was restored, 
mills slowly raised inventory levels. Renewed economic 
strength was evident in the increase in housing starts and 
automotive production, areas that consume large quan¬ 
tities of nylon fabric. Crompton & Knowles is a leading 
supplier of acid dyes for nylon. 

As the use of 100% cotton fabric expanded in men's and 
women's apparel, sales of the company's direct dyes 
increased substantially. 

Our Belgian subsidiary, Althouse Tertre S.A. (ATSA), 
improved its sales over 1975 even though the European 
economy is not recovering as quickly as hoped. The 
increase in sales was accomplished through new market¬ 
ing efforts, manufacturing improvements, and product 
developments in dyes, pigments and chemicals. In 1976 


Crompton & Knowles increased its ownership of ATSA 
from 75% to 90%. 

Although the transfer printing industry itself slowed down 
during the year, company sales increased primarily 
through greater market penetration and development of 
our acqueous disperse dye product line. New applications 
for transfer printing are continuing to open more markets 
for these dyes. 

Flavors, Fragrances and FD&C Colors 

Crompton & Knowles is one of the few companies in the 
world that can serve as a single source of flavors, fra¬ 
grances and FD&C colors. The strengths and advantages 
of this unique combination were dramatically demon¬ 
strated last year. 

With the U.S. government withdrawing, or threatening to 
withdraw, its approval of key dyes used in food, drug and 
other products, a major search is on for substitutes. 
Crompton & Knowles was able to draw on the natural red 
beet color and other natural colors developed in its 
Belgian flavor and fragrance company, and establish a 
market in the United States for these products. At the 
same time a substantial research effort drawing on both 
our domestic and European capabilities has been insti¬ 
tuted to develop a full line of natural flavors and food 
colors to meet worldwide demands. 











Investment in a new testing laboratory in the Fair Lawn, 
New Jersey headquarters of the Division, has given 
added impetus to growth in developing fragrances for 
household products, cosmetics and toiletries and fine 
perfumes. Several recently created fragrances are being 
test marketed by large potential customers in the United 
States and Europe. 

Organic Chemicals 

The new Organic Chemicals Division formed late in 1976 
consisting of Orlex Chemicals Corporation and the Plas¬ 
tics Color Division, places Crompton & Knowles in a 
stronger position to expand its markets for organic inter¬ 
mediates, plastic colorants and additives. 

Orlex during the year initiated an expansion effort to 
enlarge the number of products available to the agricul¬ 
tural and pharmaceutical markets. Major marketing ad¬ 
vances were also made in the supply of products to 
nonchemical consuming industries. 

Plastics Color Division expanded its plastics coloring 
operations into plastics additives such as UV absorbers, 
blowing agents and resin extenders which represent a 
lucrative market. A line of liquid colors and a universal 
form of color concentrates that eliminate the need for 
different concentrates for various resin systems was in¬ 
troduced in 1976 as well as a range of new fluorescent 


color concentrates. Extensions of these product lines and 
other new forms of plastic colorants are planned in 1977. 

Kem Manufacturing 

Crompton & Knowles' new addition, Kem Manufacturing 
Corporation, introduces us to the huge institutional and 
industrial markets for maintenance, sanitation and clean¬ 
ing chemical compounds. 

Kem has been particularly successful in developing over¬ 
seas markets, and has continued to do so in 1976 with its 
subsidiaries in Europe, Canada and Central America. 

A major strength of the company is the research and 
development which constantly produces a wide variety of 
products to meet market needs. In 1976 the company 
completed work on a major product group which forms 
the basis of a new corrosion treatment system. This 
system was introduced in the U.S. market in January 
1977. 

Also during 1976 manufacturing capability was increased 
at the company's plant in Tucker, Georgia to obtain lower 
unit costs on a variety of specialty products. 
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Kem Manufacturing Corporation 















Textile machinery for apparel fab¬ 
rics, home furnishings and indus¬ 
trial textiles. 

Plastics extrusion systems for in¬ 
sulated wire and cable, sheet, 
blown film, profile and rubber 
products. 

Automotive components for light 
trucks. 

Facilities located in Connecticut, 
Massachusetts, North Carolina, 
South Carolina, and Rhode Island. 



Special Industry 
machinery 

Sales $54,345,000 

Under the category of Special Industry Machinery 
are two separate Crompton & Knowles business 
units — the Textile Machinery Group, and the Wire 
and Plastics Machinery Group. 

The Textile Machinery Group manufactures and 
sells a wide range of weaving, preparatory and 
finishing machinery. This Group also manages our 
automotive components business and contract 
foundry business. The Wire and Plastics Machinery 
Group manufacturesandsellsextrusionsystemsfor 
a variety of uses to the wire and cable industry and 
the plastics industry. 

Both Groups in 1976 strengthened their already 
considerable export and overseas marketing or¬ 
ganizations. 



Textile Machinery Group 
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Textile Machinery 

Gratifying growth was achieved in 1976 by the Textile 
Machinery Group. Sales were up 27% over 1975 to 
$33,700,000 and net profits significantly increased. We 
believe that Textile Machinery will be a growing con¬ 
tributor to corporate earnings in 1977 and future years. 

The year 1976 saw the re-emergence of our textile ma¬ 
chinery business as a vital and credible leader in the 
industry. At the American Textile Machinery Exhibition — 
International (ATME-I) in Greenville, S.C., Crompton & 
Knowles held a prominent and well-attended position 
with its large display of weaving and other textile ma¬ 
chinery. 

Of greatest interest at the show were two models of the 
400 Series projectile loom. This exposure resulted in more 
intensive yarn evaluation and weaving trials. We expect 
that 1977 will see the placement of trial machinery instal¬ 
lations and the first firm orders. 

At the exhibition Crompton & Knowles also unveiled its 
Versa-Ease Roller Printing Machine, a major addition to 
our finishing machinery line. Another well received item 
was the Mark IV, the most advanced of Crompton & 
Knowles' chute feed systems. In-plant trials indicate this 
preparatory machinery is far superior to its competition. 

Indications of increased activity in the wet process finish¬ 


ing field offer new opportunities to expand the recently 
purchased Butterworth line of machinery in the world 
marketplace. 

Major efforts were made during the year to strengthen 
international sales. Presently our best markets are in 
South America and the Far East. New efforts are now 
being made to enter the Near East and African markets. 

The worldwide network of 66 agents in 44 foreign coun¬ 
tries was revitalized during the year by personal visits and 
a two-day seminar held in conjunction with ATME-I. A 
principal purpose of the seminar was to demonstrate to all 
agents the exceptionally varied line of textile machinery 
now made by Crompton & Knowles. 

Our non-textile businesses, the automotive components 
and contract foundry operations, have been consolidated 
as a separate division to develop additional outside sales. 
Much of the work to make this a viable and profitable 
operation was completed in 1976, and is expected to pay 
off in 1977. 


Wire and Plastics Machinery 

While 1976 Group operations remained profitable, sales 
and earnings declined significantly from the 1975 all-time 
peak levels. An overall reduction in bookings resulted 



Wire and Plastics Machinery Group 































from the recession in the wire and cable industry, both 
domestic and export. A substantial rise in both plastics 
and wire and cable bookings was experienced in the 
year's second half which will probably be sustained and 
be reflected in growing backlogs and greater production 
activity in 1977. 

Our long-range program of consolidating all manufactur¬ 
ing in an expanded Davis-Standard plant in Pawcatuck, 
Connecticut has now been completed, making for 
maximum efficiency and productivity. 

The base for our international operations was expanded 
by an agreement reached on a joint venture in Brazil to 
manufacture and sell wire and plastics machinery. The 
new company, Rulli-Davis Standard Industria e Comer- 
cio de Maquina, Ltda, will serve growing Brazilian extru¬ 
sion requirements, and will be an important factor in 
exporting from Brazil to other trading areas. 

At the National Plastics Exhibition in Chicago last De¬ 
cember our Davis-Standard Division introduced its new 
Systems 200 Process Computer designed to optimize 
production on a variety of plastics processing lines. This is 
thefirsttotal process control system designed and built by 
an extruder manufacturer. 

Product development activity was high during the year. 
The development of an internal bubble cooler for blown 


film processing lines was recently completed and is pres¬ 
ently in the testing stage. The packaging film industry can 
look forward to a 20% improvement in productivity as a 
result of this development. 

The development of gearing systems for 8" extruders will 
allow for more penetration into larger extruder systems 
on a sustained basis. 

Another notable achievement has been the development 
of a triple-layer crosshead for insulating power cable. This 
will have a major positive impact on the continuous 
vulcanization systems for heavy power cable by providing 
major quality and productivity gains. 


Packaging Machinery 

During 1976 Crompton & Knowles sold its Packaging 
Machinery Division for approximately book value. The 
divestiture was based upon a decision to allocate these 
capital resources to operations with greater growth po¬ 
tential. 



Corporate Staff 
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Financial Review 

5 years ended December 25,1976 



1976 

1975 

1974 

1973 

1972 

Operations 

Net sales. 

$154,377,000 

118,575,000 

126,783,000 

122,863,000 

121,686,000 

Cost of products sold 
(exclusive of depreciation). 

$105,439,000 

88,478,000 

90,484,000 

87,683,000 

86,991,000 

Selling, general and administrative 
expense . 

$ 35,387,000 

22,756,000 

24,032,000 

23,291,000 

22,837,000 

Depreciation and amortization .... 

$ 2,244,000 

2,062,000 

2,184,000 

2,272,000 

2,404,000 

Interest expense. 

$ 2,441,000 

2,346,000 

2,184,000 

2,290,000 

1,894,000 

Settlement of antitrust litigation . . . 

$ 

1,200,000 

— 

— 

— 

Other expenses (income) — net . . . . 

$ 199,000 

(2,140,000) 

55,000 

(708,000) 

(654,000) 

Earnings before income taxes . . . . 

$ 8,667,000 

3,873,000 

7,844,000 

8,035,000 

8,214,000 

Income taxes. 

$ 3,958,000 

1,543,000 

3,618,000 

3,673,000 

3,909,000 

Net earnings . 

$ 4,709,000 

2,330,000 

4,226,000 

4,362,000 

4,305,000 

Net earnings as a percent of sales . . . 

3.1 

2.0 

3.3 

3.6 

3.5 

Common dividends . 

$ 1,681,000 

1,682,000 

1,682,000 

1,697,000 

1,705,000 

Preferred dividends . 

$ 448,000 

105,000 

107,000 

197,000 

314,000 

Net earnings applicable to common 
stock. 

$ 4,261,000 

2,225,000 

4,119,000 

4,165,000 

3,991,000 

Financial Position 

Current assets. 

$ 74,572,000 

57,802,000 

62,796,000 

55,994,000 

53,036,000 

Current liabilities . 

$ 26,336,000 

18,268,000 

23,259,000 

17,152,000 

14,101,000 

Working capital. 

$ 48,236,000 

39,534,000 

39,537,000 

38,842,000 

38,935,000 

Ratio of working capital . 

2.8 

3.2 

2.7 

3.3 

3.8 

Long-term debt. 

$ 20,822,000 

17,934,000 

20,301,000 

21,459,000 

22,265,000 

Stockholders' equity . 

$ 54,863,000 

46,332,000 

45,789,000 

44,596,000 

45,386,000 

Other Statistics 

Per share of common stock: 

Net earnings . 

$ 2.03 

1.06 

1.96 

1.97 

1.87 

Common dividends. 

$ .80 

.80 

.80 

.80 

.80 

Common stockholders'equity . . . 

$ 22.33 

21.09 

20.83 

19.68 

18.49 

Average shares outstanding . 

2,101,591 

2,102,507 

2,102,076 

2,120,191 

2,130,707 

Net earnings as a percent of common 
stockholders' equity at beginning 
of year. 

9.6 

5.1 

9.9 

10.6 

10.8 


Management Comments 

At the insistence of the Securities and Exchange Commission certain of the above amounts have been revised to reflect the 
settlement of antitrust litigation (and related legal costs) as a charge to 1975 earnings in lieu of being reported as a prior period 
adjustment of the years 1971 through 1974. The impact on net earnings is as follows: 1975 — ($960,000), ($.45) per share; 1974 — 
$65,000, $.03 per share; 1973 —$375,000, $.18 per share; 1972 —$389,000, $.18 per share; 1971—$131,000, $.06 per share. The 
Company believes, and its independent certified public accountants advise that they believe, that accounting for the settlement 
as a prior period adjustment is preferable under generally accepted accounting principles. 

On May 13, 1976, the Company acquired the outstanding stock of Kem Manufacturing Corporation for $8 million of preferred 
stock. The acquisition was accounted for as a purchase and Kern's results since March 27, 1976, the effective date of the 
acquisition, have been included in the consolidated financial statements of the Company. Such results are summarized as 
follows: net sales — $20,089,000; net earnings — $920,000; net earnings per common share — $.24. 

Results for 1976 were favorable compared to 1975. This was attributable, in part, to the acquisition of Kem described above. In 
addition, sales from operations other than Kem were up 13%, reflecting a strengthening of specialty chemicals and textile 
machinery markets. Cost of products sold from such operations was also up 13%, but operating profits improved 
percentage-wise through greater absorption of fixed costs. Offsetting this were exchange losses of $515,000 included in "other 
expenses (income)-net." This compared with exchange gains and certain other unusual items in 1975 (see paragraph below). 

Results for 1975 were adversely affected by the world-wide recession. Net sales declined by 6%, and pretax earnings were off by 
35% (excluding $1,200,000 for settlement of antitrust litigation). Mitigating the recessionary impact in 1975 were exchange 
gains of $997,000 and profit from the sales of fixed assets of $619,000. These amounts are included above in "other expenses 
(income)-net" and compare to 1974 exchange losses of $466,000 and profit from the sales of fixed assets of $192,000. In 
addition, the provision for income taxes in 1975 benefited by a reversal of $400,000 in tax reserves no longer deemed necessary. 

Refer to other sections of this Annual Report for further management discussion and analysis of operations. 

CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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Supplementary Financial Data 


Sales by major product classes: 

1976 

1975 

1974 

1973 

1972 

Specialty chemicals. 

$100,032,000 

$ 66,517,000 

$ 69,979,000 

$ 66,555,000 

$ 63,478,000 

Special industry machinery 

Textile machinery. 

25,535,000 

20,392,000 

25,964,000 

26,391,000 

31,231,000 

Plastics and packaging 
machinery . 

20,650,000 

25,492,000 

25,025,000 

23,032,000 

19,913,000 

Automotive components . . . 

8,160,000 

6,174,000 

5,815,000 

6,885,000 

7,064,000 

Total sales . 

$154,377,000 

$118,575,000 

$126,783,000 

$122,863,000 

$121,686,000 


Sales of consumable products in 1976 reached a new percentage high, reinforcing the company's independence 


from fluctuating capital goods cycles: 

1976 


1975 


Sales of consumable products: 

Specialty chemicals. 

Machinery repair parts, automotive components . . . . 

Amount 

%of 

Total 

Amount 

%of 

Total 

. . . $100,032,000 
. . . 24,933,000 

65% 

16% 

$ 66,517,000 
22,925,000 

56% 

19% 


124,965,000 

81% 

89,442,000 

75% 

Sales of capital goods: 

Textile, plastics and packaging machinery. 

. . . 29,412,000 

19% 

29,133,000 

25% 

Total sales . 

. . . $154,377,000 

100% 

$118,575,000 

100% 


Sales of specialty chemicals during 1976 include $20,089,000 attributable to Kem Manufacturing Corporation. 

Export and foreign sales were $44,774,000 in 1976,29% of total sales. Comparable figures in 1975 were $31,917,000 
and 27%. Kem Manufacturing Corporation contributed $12,057,000 of export and foreign sales in 1976. 


Earnings 

Net earnings (loss) from specialty chemicals operations were $2,915,000 in 1976 compared with ($109,000) 
(restated) in 1975. Machinery operations in 1976 earned $1,794,000 compared with $2,439,000 in 1975. Kem 
Manufacturing Corporation contributed $920,000to specialty chemicals earnings in 1976. 


Balance Sheet 

Working capital at December 25,1976 totaled $48,236,000 and the working capital ratio was 2.8. Equity of holders of 
common stock increased to $46,863,000 at December 25,1976 from $44,332,000 at the end of the preceding year. 

Long-term capital employed at the end of 1976 was $75,685,000 consisting of 72% stockholders' equity and 28% 
long-term debt. 


Backlog 

Backlog of customers' orders for new machinery and truck components at December 25,1976 totaled $12.9 million 
compared with $17.2 million at the end of 1975 (excluding the backlog of the Packaging Machinery operation which 
was sold during 1976). 

Orders for specialty chemicals and machinery repair parts are completed from inventory and are excluded from 
backlog. 

Common Stock Price Range, Net Earnings and Dividends Per Share 


Per Share 

Price Range — Common 


Year 

Quarter 

High 

Low 

Earnings 

Dividend 

1975 

1st 

10% 

7% 

$ .15 

$.20 


2nd 

ioy 2 

9% 

.43 

.20 


3rd 

11% 

9% 

.47 

.20 


4th 

10% 

8% 

.01* 

.20 





$1.06* 

$.80 

1976 

1st 

15% 

10% 

$ .36 

$.20 


2nd 

15% 

13 

.57 

.20 


3rd 

14% 

11% 

.40 

.20 


4th 

14% 

11% 

.70 

.20 


$2.03 $.80 


*Net earnings for the fourth quar¬ 
ter of 1975 have been reduced by 
$.45 per share reflecting the set¬ 
tlement of antitrust litigation, and 
related legal costs. Refer to note 2 
of notes to consolidated financial 
statements. 


On January 31,1977, the closing price on the New York Stock Exchange was 14y 8 . 







































































Consolidated Earnings and Retained Earnings 

Years ended December 25, 1976 and December 27, 1975 


1975 

Restated 




1976 

(note 2) 

Revenue 

Net sales. 

Royalties, commissions and other income . . . . 

Total revenue. 

. . . $154,377,000 

. . . 1,648,000 

156,025,000 

$118,575,000 

2,753,000 

121,328,000 


Costs and 
Expenses 

Cost of products sold (exclusive of 
depreciation) . 

105,439,000 

88,478,000 


Selling, general and administrative. 

35,387,000 

22,756,000 


Depreciation and amortization . 

2,244,000 

2,062,000 


Interest . 

2,441,000 

2,346,000 


Settlement of antitrust litigation . 


1,200,000 


Other expenses. 

. • 1,847,000 

613,000 


Total costs and expenses. 

. . 147,358,000 

117,455,000 


Earnings before income taxes . 

. . 8,667,000 

3,873,000 


United States, foreign and state income taxes 
(note 7). 

. . 3,958,000 

1,543,000 


Net earnings . 

4,709,000 

2,330,000 


Retained Earnings 

Retained earnings at beginning of period .... 

Deduct cash dividends: 

34,739,000 

34,196,000 


Preferred stock (note 9) . 

448,000 

105,000 


Common stock — $.80 per share . 

. . . 1,681,000 

1,682,000 


Retained earnings at end of period (note 5) . . . 

. . . $ 37,319,000 

$ 34,739,000 

Per Share 

Net earnings per common share . 

$ 2.03 

$ 1.06 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 



















































Consolidated Balance Sheets 

December 25,1976 and December 27,1975 


Assets 


1976 

1975 

Current Assets 

Cash . 

$ 2,862,000 

$ 1,498,000 


Short-term investments, at cost which 
approximates market . 

5,377,000 

4,551,000 


Accounts receivable, less allowance for doubtful 

items of $1,837,000 in 1976 and $814,000 in 1975 . . . 

28,954,000 

18,254,000 


Inventories (note 3) . 

36,128,000 

32,729,000 


Prepaid expenses. 

1,251,000 

770,000 


Total current assets . 

74,572,000 

57,802,000 

Investment 

Investment in a non-consolidated subsidiary 

and affiliates, at equity in net assets. 

1,505,000 

918,000 

Plant and 

Equipment 

Property, plant and equipment at cost, less 
accumulated depreciation and amortization (note 4) 

17,211,000 

15,347,000 

Intangible and 

Other Assets 

Intangible assets at cost, less amortization (note 6) . . . 

Other assets . 

8,786,000 

620,000 

8,849,000 

479,000 



$102,694,000 

$ 83,395,000 

Liabilities and Stockholders' Equity 



Current Liabilities 

Current installments on long-term debt (note 5) . . . . 

$ 3,068,000 

$ 2,863,000 


Notes payable (note 5). 

2,422,000 

1,021,000 


Accounts payable. 

11,362,000 

8,327,000 


Accrued expenses. 

7,380,000 

5,540,000 


United States, foreign and state income taxes 
(note 7). 

2,104,000 

517,000 


Total current liabilities. 

26,336,000 

18,268,000 

Non-current 

Long-term debt (note 5) . 

20,822,000 

17,934,000 


Deferred income taxes (note 7). 

557,000 

474,000 


Minority interest . 

116,000 

387,000 


Total non-current. 

21,495,000 

18,795,000 

Stockholders' 

Equity 

Capital stock (notes 9 and 10) 

Cumulative preferred stock. 

8,000,000 

2,000,000 


Common stock . 

9,544,000 

9,593,000 


Retained earnings (note 5). 

37,319,000 

34,739,000 


Total stockholders' equity . 

54,863,000 

46,332,000 


Commitments and contingencies (notes 11,12 and 14) 

$102,694,000 

$ 83,395,000 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 






















































Changes in Consolidated Financial Position 


Years ended December 25,1976 and December 27,1975 


Funds Were Net earnings . 

Provided By Charges to earnings not requiring funds, principally 
depreciation, amortization and certain exchange 
adjustments relating to long-term debt — net . 

Funds derived from operations . 

Preferred stock issued pursuant to acquisition 

of Kem Manufacturing Corporation . 

Increase in long-term debt exclusive of 

exchange adjustments (note 5) . 

Disposition of plant and equipment, exclusive of gains of 

$14,000 in 1976and $619,000 in 1975 . 

Decrease in excess cost of investments relating to the 

packaging machinery business sold in 1976 . 

Decrease in investment in a non-consolidated subsidiary and 

affiliates . 

Borrowings on cash surrender value of life insurance . . . 
Other, net . 


Funds Were Purchase of Kem Manufacturing Corporation 
Used For (excluding working capital of $6,644,000) (note 12): 

Property, plant and equipment . 

Long-term debt assumed (note 5) . 

Other assets and liabilities . 

Cost in excess of net assets acquired from 

Kem Manufacturing Corporation . 

Purchase of a portion of the minority interest in a 

consolidated subsidiary . 

Redemption of 20,000 shares of preferred stock . 

Purchase of 4,000 shares of common stock . 

Cash dividends paid to stockholders . 

Purchase of property, plant and equipment . 

Increase in investment in a non-consolidated 

subsidiary and affiliates . 

Increase in excess cost of investments . 

Increase (decrease) in non-current notes receivable . 

Decrease in long-term debt exclusive of exchange adjustments 

(note 5) . 

Increase (decrease) in working capital . 


Changes In Increase (decrease) in current assets: 

Working Capital Cash . 

Short-term investments . . . . 

Accounts receivable . 

Inventories . 

Prepaid expenses . 


Increase (decrease) in current liabilities: 

Installments on long-term debt . 

Notes payable . 

Accounts payable . 

Accrued expenses . 

United States, foreign and state income taxes 


Total increase (decrease) in working capital 
See accompanying notes to consolidated financial statements. 

CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 


1976 

1975 

Restated 
(note 2) 

$ 4,709,000 

$ 2,330,000 

2,471,000 

1,585,000 

7,180,000 

3,915,000 

8,000,000 

— 

1,168,000 

— 

380,000 

493,000 

547,000 

— 

80,000 

561,000 

278,000 

(54,000) 

$ 17,355,000 

$ 5,193,000 


$ 1,883,000 
(1,452,000) 
88,000 

i i i 

519,000 

— 

837,000 

— 

175,000 

2,000,000 

49,000 

2,129,000 

2,042,000 

1,787,000 

1,560,000 

587,000 

174,000 

141,000 

(146,000) 

8,702,000 

1,995,000 

(3,000) 

$ 17,355,000 

$ 5,193,000 

$ 1,364,000 
826,000 
10,700,000 
3,399,000 
481,000 

$(1,233,000) 

4,518,000 

(1,667,000) 

(6,727,000) 

115,000 

16,770,000 

(4,994,000) 

205,000 

1,401,000 

3,035,000 

1,840,000 

1,587,000 

673,000 

(1,795,000) 

(2,500,000) 

(900,000) 

(469,000) 

8,068,000 

(4,991,000) 

$ 8,702,000 

$ (3,000) 





































































Notes to Consolidated Financial Statements 


(1) Accounting Policies 
Principles of Consolidation 

The consolidated financial statements include the accounts of all subsidiaries except a wholly-owned subsidiary 
which is not significant and is accounted for under the equity method. 

Translation of Foreign Currencies 

All foreign currency accounts are translated into U.S. dollars in accordance with the provisions of Statement of 
Financial Accounting Standards No. 8, AccountingfortheTranslation of Foreign Currency Transactions and Foreign 
Currency Financial Statements, issued by the Financial Accounting Standards Board in October, 1975. Accordingly, 
exchange rates at the end of the period are used to translate cash and amounts receivable or payable; historical 
exchange rates are used to translate inventories, property, plant and equipment, depreciation and certain other 
accounts; average exchange rates during the year are used to translate income and other expense accounts. 
Aggregate exchange gains (losses) of ($515,000) in 1976 and $997,000 in 1975 are included in other expenses and 
other income, respectively. 

Property, Plant and Equipment 

Property, plant and equipment are carried principally at cost. Depreciation of property, plant and equipment is 
computed generally on the straight-line method at rates which are sufficient to amortize the cost of the assets over 
their estimated useful lives. Rates used are: building and building improvements, 2% — 20%; furniture and fixtures 
and miscellaneous equipment, 4% — 33!/3%; machinery and equipment, 3% — 20%. Major machinery rebuilding 
costs are capitalized while maintenance and repairs which do not improve or extend the lives of the respective assets 
are expensed. When properties are retired or otherwise disposed of, the cost of the assets and the related 
accumulated depreciation are removed from the accounts. The resultant gain or loss is reflected in earnings. 

Inventory Valuation 

Inventories are valued at the lower of first-in, first-out cost or market. 

Amortization of Intangible Assets 

Amortization of identifiable intangible assets is computed on the straight-line method at rates which are sufficientto 
amortize the cost of the assets over their estimated useful lives. Rates used for contracts, formulae, trademarks, etc., 
are 6% — 20% and for patents and patent rights, 6% — 13%. 

The cost of acquisitions in excess of tangible and identifiable intangible assets acquired which originated prior to 
1971, aggregating $4,468,000 at December 25,1976 and $5,015,000 at December 27,1975, is not being amortized, as 
in the opinion of management, no permanent loss in value has occurred. Such costs arising subsequent to 1970, 
a 99 re 9 a t* n 9 $2,359,000 at December 25, 1976 and $1,348,000 at December 27, 1975, are being amortized by the 
straight-line method over periods of from twenty to forty years. 

Income Taxes 

Deferred taxes are provided in the financial statements in recognition of significant timing differences, principally 
depreciation and exchange adjustments. The Company follows principally the deferred method of recording the 
investment tax credit, whereby its effect on net earnings is amortized over the useful lives of the related property, 
plant and equipment. The unamortized balances at December 25, 1976, $239,000 and at December 27, 1975, 
$166,000 are included in deferred Federal income taxes. Certain foreign subsidiaries presently do not pay income 
taxes on earnings generated in their respective countries because they operate under tax exemption grants. No 
provision has been made for Federal income taxes which would be payable if undistributed earnings of foreign 
subsidiaries were distributed to the Company in the form of dividends, since it is management's intention to 
permanently invest such earnings in such foreign operations. 

Pensions 

Pension costs are determined and funded in accordance with generally accepted actuarial methods providing for the 
payment of current service costs plus the amortization of past service costs generally over thirty year periods. 

Research and Development 

Expenditures for research and development costs are charged to operations as incurred ($3,480,000 in 1976 and 
$3,135,000 in 1975). 

Earnings Per Share 

The computation of earnings per common share is based on the weighted average number of shares outstanding 
(2,101,591 in 1976 and 2,102,507 in 1975) after deducting from net earnings the preferred dividend requirements. The 
earnings per share calculation does not include shares reserved for stock options and stock appreciation rights, 
since the effect of such inclusion would not be material. 








(2) Restatement of 1975 Financial Statements 

In 1974, the Company was named as a defendant, together with eight other dyestuff manufacturers, in several class 
action suits which alleged violations of the Federal antitrust laws. In October 1975, the Court approved a settlement 
of the class actions, pursuant to which the defendants agreed to contribute to a settlement fund aggregating 
$15,000,000. The Company's contribution was originally reported as a prior period adjustment of the years 1971 
through 1974 in the Company's Annual Report for the year ended December 27,1975. The staff of the Securities and 
Exchange Commission advised the Company that, in its view, the litigation settlement does not meet certain of the 
criteria required for prior period treatment and therefore the settlement should be reported as a charge against 1975 
earnings. The Company believes, and its independent certified public accountants advise that they believe, that 
accounting for the settlement as a prior period adjustment is preferable under generally accepted accounting 
principles. At the insistence of the staff of the Securities and Exchange Commission, however, the accompanying 
financial statements as of and forthe year ended December 27,1975 have been restated to includethe settlement as 
a current year charge in 1975. The effect of this change on 1975 is a reduction of net earnings in the amount of 
$960,000 ($.45 per share). 

(3) Inventories December25, December27, 

1976 1975 

Finished goods and manufactured parts . $22,377,000 $20,314,000 

Work in process . 5,584,000 5,106,000 

Raw materials and supplies . 8,167,000 7,309,000 

$36,128,000 $32,729,000 


(4) Property, Plant and Equipment 


December 25, December 27, 

1976 1975 


Land . 

Building and building improvements . 

Machinery and equipment . 

Furniture and fixtures and miscellaneous equipment 
Construction in progress . 


Less accumulated depreciation and amortization . 


(5) Current and Long-Term Debt 

Long-term debt is summarized as follows: 

8Vi% notes payable in quarterly installments of $154,000 

with afinal installment of $1,001,000 due on January 31,1982 . 

5% note payable in March 1977 . 

8 3 / 8 % notes under credit agreement due in quarterly installments of $250,000 
through October31,1981 with afinal installment of $2,250,000 due 

on January 31,1982 . 

9%% senior notes (to be refinanced — see paragraph which follows) . 

7% sinking fund note (to be refinanced — see paragraph which follows) . 

Notes payable in equal quarterly installments through 

1979 at 1% above the lending bank's prime rate . 

Notes payable in semi-annual installments of $60,000 
through May 13,1980 at 114% above Eurodollar rate 

adjusted quarterly . 

Notes payable in Belgian Francs (converted at exchange rates in effect 
at the end of the period — includes exchange losses of $268,000 
in 1976and exchange gains of $372,000 in 1975): 

7% and 8% notes, $1,258,000 payable in annual installments of $180,000 
through 1983, and $621,000 payable in annual installments of $93,000 

through 1982 with afinal installment of $63,000 due in 1983 . 

7.85% notes due in annual installments ranging from $81,000 to $215,000 

from 1977 through 1989 . 

7.15% notes due in equal annual installments through 1978 . 

7% notes due in equal annual installments in 1978 and 1980 . 

Other . 


Total long-term debt . 

Less current installments of long-term debt . 

Total long-term debt, excluding current installments 


$ 1,286,000 
10,874,000 
21,551,000 
3,426,000 
1,383,000 

$ 860,000 
10,159,000 
20,521,000 
2,580,000 
952,000 

38,520,000 

21,309,000 

35,072,000 

19,725,000 

$17,211,000 

$15,347,000 

December 25, 
1976 

December 27, 
1975 

$ 4,087,000 
300,000 

$ _ 

800,000 

7,250,000 

4,000,000 

1,585,000 

8,250,000 

4,267,000 

1,850,000 

1,219,000 

— 

420,000 

_ 


1,879,000 

2,001,000 

1,934,000 

1,900,000 

537,000 

760,000 

672,000 

950,000 

7,000 

19,000 

23,890,000 

20,797,000 

3,068,000 

2,863,000 

$20,822,000 

$17,934,000 
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In January 1977 the Company entered into a financing agreement with an insurance company which permits the 
Company to borrow up to $15,585,000 during the first half of 1977 at an interest rate of 9%. Payments under the 
financing agreement commence in 1982. The Company intends to utilize $5,585,000 of the funds available under the 
agreement to refinance the $4,000,000 9%% senior notes and the $1,585,000 7% sinking fund note. Accordingly, the 
current portion of these notes at December 25, 1976 is classified as long-term debt. The Company must pay a 
commitment fee of 14 of 1 % from the date of authorization. 

The restrictive covenants of the new agreement are similar to those of existing note agreements. These note 
agreements impose restrictions on the Company with respect to short and long-term debt and working capital 
levels. These restrictions are not expected to adversely affect the Company's operations. Certain of the note 
agreements also impose restrictions on the payment of cash dividends. Under the new agreement, unrestricted 
retained earnings amount to $4,000,000 at December 25,1976. 

The Company has available short-term lines of credit aggregating approximately $14,000,000 at December 25,1976. 
The average amount of such debt outstanding during the year was $1,900,000 (1975—$2,500,000) with a weighted 
average interest rate of 13.9% (1975—9.3%). The maximum month-end balance during 1976 was $2,500,000 
(1975 $5,600,000). At December 25,1976, the weighted average interest rate on current notes payable was 14.6% 
(December 27,1975—9.0%). 

The aggregate annual maturities of long-term debt are $3,069,000 in 1978, $2,492,000 in 1979, $2,486,000 in 1980, 
$2,024,000 in 1981 with the balance payable through 1991. 

(6) Intangible Assets December 25, 1976 December 27, 1975 


Asset 


Accumulated 

amortization Asset 


Accumulated 

amortization 


Contracts, formulae, trademarks, etc. . . $ 4,594,000 

Patents and patent rights. 495,000 

Cost of acquisitions in excess 
of tangible and identifiable 

intangible assets acquired . 6,827,000 


$2,605,000 

275,000 

250,000 


$ 4,681,000 
890,000 

6,363,000 


$2,244,000 

660,000 

181,000 


$11,916,000 


$3,130,000 $11,934,000 


$3,085,000 


(7) United States, Foreign and State Income Taxes 

Income taxes are comprised of the following for the years ended: 


December 25, 1976: 

United States 

Foreign 

State 

Total 

Currently payable. 

Deferred. 

Amortization of investment credit . . . . 

.... (80,000) 

$678,000 

$478,000 

$ 3,903,000 
135,000 
(80,000) 


$ 2,802,000 

$678,000 

$478,000 

$ 3,958,000 

December 27, 1975: 

Currently payable. 

Deferred. 

Amortization of investment credit . . . . 

.... (80,000) 

$159,000 

$310,000 

$ 1,648,000 
(25,000) 
(80,000) 


$ 1,074,000 $159,000 $310,000 $ 1,543,000 


Deferred taxes result from timing differences in the recognition of revenue and expense for tax and financial 
statement purposes. The principal sources of these differences and the tax effect of each were as follows: 


RAR adjustment relating principally to differences in book 

and tax bases of fixed assets. 

Unrealized exchange adjustments arising on the translation 

of certain foreign debt into dollars . 

Miscellaneous . 


1976 

$ 


(31,000) 

166,000 

$ 135,000 


The following is a reconciliation of computed "expected" tax expense to actual tax expense: 


1975 

$(183,000) 

209,000 

(51,000) 

$ (25,000) 


1976 _ 1975 



Amount 

% 

Amount 

% 

Computed "expected" tax expense. 

.... $4,160,000 

48.0 

$1,859,000 

48.0 

State taxes (net of U.S. tax effect) . 

.... 249,000 

2.9 

161,000 

4.2 

Differential on antitrust settlement. 

Reversal of tax reserves no longer 


— 

341,000 

8.8 

deemed necessary . 


— 

(400,000) 

(10.3) 

DISC benefit . 


(1.9) 

(189,000) 

(4.9) 

Miscellaneous . 


(3.3) 

(229,000) 

(6.0) 

Actual tax expense . 

• • • • $3,958,000 

45.7 

$1,543,000 

39.8 
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Certain of the Company's foreign subsidiaries have unused accounting loss carryforwards aggregating approxi¬ 
mately $1,500,000 at December 25,1976. 

At December 25,1976, the cumulative amount of undistributed earnings of the Company's Domestic International 
Sales Corporation and of its foreign subsidiaries, operating undertax exemption grants, on which the Company has 
not recognized U.S. income taxes aggregated approximately $4,550,000. 

The Company's consolidated domestic tax returns have been examined by the Internal Revenue Service through 
December 31,1972. 


(8) Pensions 

The Company and its subsidiaries have non-contributory pension plans covering a majority of employees. Total 
pension expense aggregated $1,652,000 in 1976 and $1,469,000 in 1975. As of January 1, 1976 the actuarially 
computed value of vested benefits exceeded the sum of the pension fund assets, valued at cost (which 
approximated market) by approximately $3,919,000. 

(9) Capital Stock 

There is authorized 250,000 shares of no par value preferred stock. There were 20,000 shares of Series C issued and 
outstanding at December 27, 1975 at a dividend rate of $5.25 per share. On March 26, 1976, these shares were 
redeemed at $100 per share. 

There is outstanding at December 25,1976,38,750 shares of no par value 6% preferred stock and 41,250 shares of no 
par value 8% preferred stock. Shares outstanding are voting, non-convertible, cumulative and redeemable (in whole 
or part after June 1,1976 on the 6% preferred stock and after January 1,1982 on the 8% preferred stock) atthe option 
of the Company at their stated value of $100 per share plus accrued dividends. On January 3,1977 the 38,750 shares 
of 6% preferred stock were redeemed. The annual dividend rate on the 8% preferred stock increases from $8.00 per 
share to $10.00 per share on January 1,1982 and to $12.00 per share on January 1,1984. All outstanding shares of the 
preferred stock were issued pursuantto the acquisition of Kem Manufacturing Corporation (see note 12). 

There is authorized 4,000,000 shares of common stock with a par value of $5 per share. The changes in the issued and 
outstanding shares and additional paid-in capital during 1976 and 1975 are summarized as follows: 


Additional 



Issued 

Held in Treasury 

Paid-in 


Shares Amount 

Shares 

Amount 

Capital 

Balance at December 28, 1974 
and December 27, 1975 . . . . 

Shares issued under 

stock option plans . 

Shares purchased . 

2,191,364 $10,957,000 

88,857 

(11) 

4,000 

$1,373,000 

49,000 

$9,000 

Balance at December 25,1976 . . 

2,191,364 $10,957,000 

92,846 

$1,422,000 

$9,000 


(10) Stock Options and Stock Purchase and Savings Plan 

Under the 1966 Qualified Stock Option Plan, which expired on March 27, 1976, and the 1970 Qualified Stock Option 
Plan, expiring in 1980, options can be granted to officers and certain key employees to purchase 100,000 shares of 
the Company's common stock under each plan at prices not less than 100% of the market value on the date of grant. 
Options are exercisable on a cumulative basis between two and five years from the date granted. Under 
amendments to the plans adopted as of October 31,1972, non-qualified options and stock appreciation rights may 
also be granted. Both non-qualified options and stock appreciation rights may be exercised for a period of up to ten 
years. 


Changes during 1975 and 1976 in shares under option are summarized as follows: 

Price Per Share 



Range 

Average 

Shares 

Outstanding at December 28, 1974 . 

.$ 8.25—21.75 

$12.50 

95,833 

Granted . 

. 9.06—10.25 

9.55 

41,700 

Lapsed . 

. 8.75—18.50 

16.47 

(15,500) 

Outstanding at December 27,1975 . 

. 8.25—21.75 

10.97 

122,033 

Granted . 

. 12.06—15.31 

13.58 

22,400 

Exercised . 

. 12.63 

12.63 

(ID 

Lapsed .. 

. 8.75—15.40 

13.78 

(13,222) 

Outstanding at December 25,1976 . 

.$ 8.25—21.75 

$11.13 

131,200 
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A summary of options exercisable and available for grant is as follows: 


December 27,1975 
December 25, 1976 


Exercisable 

Price Per Share 

Shares Range Average 


Shares 

Available 

for 

Grant 


21,780 $9.75—21.75 $14.17 34,301 

36,982 8.25—21.75 $12.12 16,589 


In 1977, the Company intends to offer a Stock Purchase and Savings Plan to eligible employees of the Company and 
certain of its subsidiaries. The Company intends to match a certain percentage of employee contributions. 

(11) Commitments 

The Company and its subsidiaries occupy certain manufacturing facilities and sales offices and use certain 
equipment primarily under "financing" lease arrangements. For purposes of the following disclosure, a "financing" 
lease is one which, during the noncancel able lease period, either (i) covers 75 percent or more of the economic life of 
the property or (ii) has terms which assure the lessor a full recovery of the fair market value of the property at the 
inception of the lease, plus a reasonable return on his investment. 

Total rental expense for 1976 and 1975 was as follows: 1Q7R 1Q7R 


Financing leases . $1,381,000 $1,639,000 

Other leases . 1,749,000 1,107,000 


$3,130,000 $2,746,000 


At December 25,1976, minimum rental commitments under all noncancelable leases expire as follows: 

Total 


Year 

Real 

Property 

Plant 

Machinery 

Other 

Financing 

Leases 

Other 

Leases 

1977 

$1,460,000 

$322,000 

$53,000 

$1,246,000 

$589,000 

1978 

1,355,000 

169,000 

25,000 

1,185,000 

364,000 

1979 

1,198,000 

162,000 

25,000 

1,080,000 

305,000 

1980 

1,031,000 

45,000 

1,000 

837,000 

240,000 

1981 

883,000 

35,000 

— 

696,000 

222,000 

1982-1986 

3,707,000 

— 

— 

3,099,000 

608,000 

1987-1991 

2,281,000 

— 

— 

2,108,000 

173,000 

1992-1996 

796,000 

— 

— 

770,000 

26,000 


All leases expire prior to 1996. Real estate taxes, insurance and maintenance expenses are obligations of the 
Company and are not included in the above tabulation. It is expected that, in the normal course of business, leases 
that expire will be renewed or replaced by leases on other properties. 


The present values, in the aggregate and by major categories of assets, of minimum lease commitments applicable 
to "financing" leases at December 25,1976 and December 27,1975 were as follows: 

Interest Rates Used In 
Present Value Computation 


Weighted A verage _ Range 


Asset Category 

1976 

1975 

1976 

1975 

1976 

1975 

Real Property. 

. . 6.65% 

6.45% 

* 

1 

CD 

vO 

4%—9% 

$6,884,000 

$6,873,000 

Plant Machinery . . . 

. . 6.79% 

6.86% 

6.5%—7.25% 

6.25%—7.25% 

548,000 

954,000 


$7,432,000 $7,827,000 


The capitalization of leases would not have significantly influenced net earnings for 1976 or 1975. 

Included in the above disclosures are leases covering plants and equipment owned by Company pension trusts with 
current annual rentals of approximately $800,000 and renewal options at substantially lower rentals. 


(12) Acquisitions 

On May 13, 1976 the Company acquired the outstanding common stock of Kem Manufacturing Corporation for 
$8,000,000 of preferred stock (see note 9). The acquisition, which was accounted for as a purchase, resulted in 
goodwill of $837,000 which is being amortized by the straight-line method over a period of twenty years. An 
additional $3,000,000 of preferred stock is issuable over the next five years upon attainment of prescribed earnings 
levels by Kem. Such earnings level was achieved in 1976 and 6,000 shares of 4% preferred stock became issuable on 
January 1, 1977. Kem results since March 27, 1976, the effective date of the acquisition, have been included in the 
consolidated financial statements of the Company. 
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If the operations of Kem had been included since the beginning of 1975, the Company's pro-forma operating results 
would be as follows: 1976— Net sales — $160,768,000; Net earnings — $4,928,000; Net earnings per common share 
— $2.06. 1975 — Net sales —$144,358,000; Net earnings —$3,420,000; Net earnings per common share —$1.31. 

On January 29,1977 the Company entered into a definitive agreementto acquire all the stock of Southern Mill Creek 
Products Co., Inc., based in Tampa, Florida. SMCP is a privately owned manufacturer and distributor of agricultural 
chemicals, with estimated sales of approximately $12,000,000 in its fiscal year 1976. The acquisition cost 
approximates $6,000,000 (a portion of which is contingent upon the attainment of certain earnings objectives) and 
would include the issuance of several series of voting preferred stock. 


(13) Foreign Operations 

Financial data applicable to the Company's foreign operations as of and for the years ended December 25,1976 and 
December 27,1975 is as follows: 


Sales . 

Net earnings (loss) 

Assets . 

Liabilities . 

Stockholders' Equity 


1976 

$28,571,000 

$ 496,000 

$21,913,000 

12,386,000 

$ 9,527,000 


1975 

$16,795,000 

$ (109,000) 

$12,882,000 

7,473,000 

$ 5,409,000 


(14) Litigation 

In the ordinary conduct of their business, the Company and its subsidiaries may be parties to litigation. At December 
25,1976, in the judgement of management, based on consultation with legal counsel, there are no matters pending 
or threatened which will have a material effect on the consolidated financial position or results of operations of the 
Company. 

(15) Summarized Unaudited Quarterly Financial Data 


Quarter Ended 



March 27 

June 26 

September 25 

December 25 

Net Sales . 

. . . $32,762,000 

$42,582,000 

$37,665,000 

$41,368,000 

Gross profit . 

. . . 8,096,000 

13,285,000 

12,522,000 

15,035,000 

Net earnings. 

. . . 774,000 

1,350,000 

989,000 

1,596,000 

Net earnings per common share . . . 

... $ .36 

$ .57 

$ .40 

$ .70 


Accountants’ Report 


THE BOARD OF DIRECTORS AND STOCKHOLDERS 
CROMPTON & KNOWLES CORPORATION: 


We have examined the consolidated balance sheets of Crompton & Knowles Corporation and subsidiaries as of 
December 25, 1976 and December 27, 1975 and the related consolidated statements of earnings and retained 
earnings and changes in financial position for the fifty-two-week periodsthen ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 

Included in the accompanying consolidated statement of earnings and retained earnings for the year ended 
December 27, 1975 (as restated) is a charge of $960,000 (including associated legal fees), net of Federal and state 
income taxes, representing the Company's contribution to a fund established to liquidate claims arising out of the 
settlement of litigation. As more fully explained in note 2 to the consolidated financial statements, the consolidated 
financial statements as originally issued and reported upon by us included such charge as a prior period adjustment. 
The change in treatment in the restated financial statements results from the position taken by the staff of the 
Securities and Exchange Commission. Management of Crompton & Knowles Corporation believed and continues to 
believe the original treatment preferable. It is also our opinion that the original treatment is preferable. 

In our opinion, the aforementioned consolidated financial statements present fairly the financial position of 
Crompton & Knowles Corporation and subsidiaries at December 25,1976 and December 27,1975, and the results of 
their operations and changes in their financial position for the fifty-two-week periodsthen ended, in conformity with 
generally accepted accounting principles applied on a consistent basis. 


Newark, New Jersey 
February 1,1977 
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Outside members of the Board of Directors at Board Meeting in Greenville, South 
Carolina. The meeting was held last October in conjunction with the American Textile 
Machinery Exhibition-International where Crompton & Knowles was a prominent 
exhibitor. From left to right are Messrs. Speers, Law, Forsythe, Jeppson, Hennebach 
and Whitehead. Mr. Buchanan, notin the picture, was elected a director at the following 
Board Meeting in January. 
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